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PRICE 


Ladies and Gentlemen, 


| am pleased to have this opportunity to address you and to report once 
again on the affairs of Price and its position in the pulp and paper industry. 

At last year’s Annual Meeting, | noted that net earnings for 1963 of 
$8,623,000, or $2.66 per common share, had improved somewhat over the 
previous year. This improvement was in the order of about 6%. In 1964, net 
earnings totalled $12,741,000, or $3.96 per common share, a gain of 48% over 
1963. | do not wish to dwell upon the figures and statistics concerning 1964 — 
| am sure that you have seen them all in the annual report. | think that it will 
suffice to say that 1964 was an unusually good year. The pulp and paper in- 
dustry enjoyed a strong demand for its products and Price obtained a healthy 
share of the year’s growth. In fact, while the industry achieved a gain of 
approximately 10% in production and shipments, the improvement for the 
Price group was about 15%. In addition, the market strength of base met- 
als contributed to record earnings of our mining subsidiary, and this was a 
significant factor in Price’s improved results. 

Cash flow in 1964 totalled almost $23,000,000, or over $7.00 per share, 
and working capital at the year end amounted to over $71,000,000. This means 
that the Company is financially healthy, and in a position to pursue further 
diversification in order to broaden its operating base. One such diversification 
project is the new $60,000,000 mill planned for Squamish, B.C. As announced, 
this project is contingent upon the Company being assured an adequate pulp- 
wood harvesting area. Now that the B. C. Government has made known the 
areas which will be available as timber resources for the new mill, Price is 
in a position to make a final estimate of the economics of the project and its 
growth potential. This analysis is now in process and the results should be 
known within two months. It is expected that a decision on this matter will 
be announced by mid-year. 


PULP AND NEWSPRINT MARKET OUTLOOK 


Much has been written or said about the danger of a world surplus of 
kraft pulp between 1966 and 1970. However, if such an over-supply materializes, 
it will probably be short-lived. A realistic assessment of the growth in North 
America’s pulp capacity up to 1970 is becoming an increasingly hazardous 
undertaking. On one hand, there are almost daily announcements of new pulp 
mill projects. On the other hand, practical problems — not the least of which is 
financing — will prevent many of these proposals from becoming realities, at 
least within the indicated target dates. 


Actually, those additional supply projects which do come to fruition 
will almost certainly be required by 1970 to meet growing world needs for fibre. 
Demand for sulphate pulp in North America has been increasing at a rate of 
almost 10% per annum during the last ten years, and a continued growth at this 
rate is foreseen. This alone represents annual increments of over a million tons 
of production. The major growth is expected to be in the bleached and semi- 
bleached kraft grades. 

Notwithstanding allowances for increased forest yields,Western Europe 
is likely to have a serious net deficiency in its pulpwood supply within the next 
decade. This will have to be met through increased imports of pulpwood and 
market pulp as well as of finished papers and paperboards. 

In the far eastern markets, Japanese requirements dominate the picture. 
The Japanese demand for fibre is increasing rapidly, and it is estimated that 
Japan's fibre deficit will reach from 1% million to 1% million metric tons by 
1970. How much of this will be met in the form of pulpwood and pulp, or of 
finished papers and paperboards, will depend largely on their respective 
availability and cost. However, North American, and particularly Western 
Canadian, pulp and paper firms should be able to secure a substantial share 
of this market growth. 

In the case of newsprint, by 1970 North American requirements are 
expected to exceed 10 million tons while Western European needs are forecast 
by FAO, at about 7 million tons. Capacity in these areas could vary from 18 
million to 21 million tons, depending on the success of existing expansion 
plans. These estimates yield an operating ratio which is at least as good as in 
1964, and the picture is even brighter for North American producers who, with 
their exports outside the continent, could operate at around 90% of capacity by 
1970. Poor timing of the introduction of additional capacity could create a 
temporary softness in the market but the late 1960’s and the 1970’s appear very 
promising for the Canadian industry. 


NEWSPRINT PRICES 


With this steadily increasing demand and the outlook for growth to 
continue, the U.S. prices of many pulp and paper products have begun to 
improve. Some of these gains have been little more than partial recoveries of 
earlier price reductions, but the trend toward more favourable price levels 
continues. It is possible that further strengthening of demand will produce a 
price structure which will yield returns which recognize the substantial level 
of investment required in order to finance each dollar of annual sales revenue. 


The newsprint sector of this industry, however, has not participated in 
the movement towards more realistic price levels, the price not having ad- 
vanced since March 1957. The November 1964 price reduction to western 
customers has been attributed to a desire to discourage large newspaper 
publishers, who are axiomatically large paper consumers, from entering into 
the newsprint manufacturing business. This ignores the facts of commercial 
life! The industrial world has become a place of increased vertical integra- 
tion, as is evident in the automotive industry, the aluminum industry, and 
the oil industry. There are many, many other examples. In pulp and paper, 
the container manufacturer, the tissue manufacturer and the converted prod- 
uct manufacturer are integrated right back to the stump of the tree. A large 
number of newspapers have controlled their newsprint sources for decades. 
It is impossible to prevent the large publisher from establishing his own 
source of newsprint supply if he has the necessary capital resources. 

It is our belief that we must obtain a reasonable price for our product 
in order to serve our customers well. With the continued upward pressure 
of labour rates, a reduction in the selling price of newsprint could only force 
cut-backs on capital outlays for quality purposes, capacity increases, and 
research. These would serve neither the customer nor the newsprint industry. 


QUEBEC ROYAL COMMISSION ON TAXATION 


The Council of Pulp and Paper Producers of Quebec, of which Price is 
a member, recently submitted a brief to the Quebec Royal Commission on 
Taxation outlining its views and recommendations on taxation. It is hoped that 
the Royal Commission will give due weight to the briefs submitted by the 
Province’s industries and that it will bring forth recommendations designed to 
eliminate existing taxation inequities. 

One of the great disparities occurs in the levying of taxes on machinery 
and its accessories for municipal and school revenue purposes. Our own 
Jonquiere millis a casein point. Prior to 23rd November 1963, this new mill was 
taxed by the Municipality of the Parish of St. Dominique de Jonquiere, which 
levies property taxes on lands and buildings only, and not on machinery. Real 
estate taxes paid on this mill were $85,000 in 1963. However, the mill site was 
annexed by the City of Kenogami in late 1963 and now falls within the taxing 
ambit of that municipality. As Kenogami levies taxes on machinery and its 
accessories, as well as upon lands and buildings, the Company is now faced 
with a tax bill which may be in excess of $600,000. This seven-fold increase in 
taxation imposes an almost intolerable burden on this new mill. 


The tax-levying system in Quebec is inequitable between industries 
and even between competitors within the same industry, due to the technicalities 
of location. Tax is assessed on the machinery and accessories of the Price 
pulp and paper complex in the Jonquiere-Kenogami area. However, this tax is 
not applicable to equipment in immediately adjacent locations which happen 
to come under the jurisdiction of a different municipality. This disparity also 
occurs between Price and many of its Quebec competitors, merely by virtue of 
location. 

The majority of provinces in Canada do not levy municipal and school 
taxes on machinery and its accessories; neither do the larger cities in Quebec, 
nor those municipalities which are subject to the Quebec Municipal Code. 
Unless the anomalies with regard to this matter are eliminated, the Province 
of Quebec, or at least many important locations within the Province, are going 
to be in an inferior position with regard to their attractiveness as locations for 
new industries. The solution to this would be to eliminate the tax on machinery. 
Itis realized that tax revenue so lost will have to be made up from other sources. 
There is nothing wrong with this provided that it is done through an equitable 
levy which is applicable to all industries. 


THE YEAR 1965 


And now, before concluding, | would like to touch upon the outlook for 
Pricein 1965. The year began on an unfavourable note with the January-February 
East Coast dock strike in the United States. This held up ocean shipments of 
newsprint to the U.S. market and also resulted in early season losses by our 
shipping subsidiary. However, consolidated net earnings for the first quarter 
were slightly better than in 1964. 

The general economic outlook for 1965 is good and the pulp and paper 
industry can look forward to another growth year. Price expects to continue 
to expand and diversify during the year and to achieve additional operating 
economies. With its sound financial condition and good market position, 
we are confident that the Company will make continued progress in 1965. 


T. R. Moore 
President 


Quebec, P. Q. 
27th April 1965 
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